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Upper Canada Resources Limited 
and its subsidiaries 


FOUR YEAR FINANCIAL REVIEW 
(unaudited—000’s omitted) 


Year 
ended 
Sept. 90. 
1976 
Operations 
REVENUE robe ie iyi Minne reg eriauess tere an Bias $37,215 
Earnings from:-oaperations . aaa Paes a 1,057 
Gain on sale of assets... 0. 2.0... ee. 1,061 
Income before taxes and extraordinary items . 2,118 
INGOMCNAKES =o 6 hie Shoo te ee Na ete 1,130 
Income before extraordinary items......... 988 
EXtraordinary GIS Bie lak nse ee en snes 
Netincgome for penodie ss i... Faces ries $ 988 
Earnings (loss) per share: 
Income before extraordinary items .....,. SOM te 
Extracrdiganvntemse st cece nen oe oa e as 
Net income for period... 5.0... Tees OM 7s 
Financial Position 
Working /Gapitate: . ia Saas ron tees ne tias $ 2,946 
Fixedsassets (Ret): east gat oles Marae $14,859 
LONG-Term. Geb tis aniee Ck och? ae aie ees $ 4,879 
Shareholdersequity 47.55 255 ke ae $13,666 
Number of shares issued................ 5,740,377 


Book value per shares. 7 52 ok ree en oe Br 2558 


Nine 

Year months Year 
ended ended ended 
Sept. 30 Sept. 30 Dec. 31 

1975 1974 1973 
$43,374 $21,803 $21,793 
2,181 982 1,011 

855 aS 

3,036 1,007 1,011 
1,568 558 538 
1,468 449 473 
958 523 (202) 

$ 2,426 $= 972 Ss] 
S/0.25 $ 0.08 $ 0.09 
Ole, 0.09 (0.04) 

$ 0.42 $.0MF S005 
Se O46 $(3,331) $(1,609) 
$17,146 $19,668 $14,220 
$ 7,693 $ 9,267 $ 6,791 
$12,678 $10,252 SiGses 
5 140370; S140 Sil 6 40a een 
Sree cei $ 1.79 Sg tvbe 


TO THE SHAREHOLDERS: 

For the year ended September 30, 
1976, Consolidated Revenue was $37.2 
million and Income before Extraordinary 
Items was $988,000 or 17¢ per share 
compared to $1,468,000 or 25¢ per 
share in the previous year. The 1976 
results are after the Company effected a 
change in accounting principles regard- 
ing the valuation of inventories, reducing 
income after tax by $233,000 or 4¢ per 
share. The Company also wrote down 
certain inventories and fixed assets, 
which had the effect of reducing income 
after tax by $263,000 or 5¢ per share, in 
recognition of the continued lower levels 
of economic activity in the Mineral and 
Construction Drilling Division. In total 
these adjustments reduce Income before 
Extraordinary Items by $496,000 or 9¢ 
per share. 


Oil and Gas Services showed an 
increase in revenues and earnings due 
to slightly increased activity. In addition, 
during the year the Division received 
$633,000 from the cancellation of a long- 
term drilling contract, and an amount 
equal to the cancellation payment has 
been included in depreciation in the con- 
solidated statement of income. The other 
three operating divisions, namely Mineral 
and Construction Drilling, Manufacturing 
and Mining, showed substantial declines 
in revenues and earnings compared to 
the previous year resulting in the overall 
decline in revenues and operating earn- 
ings. Mineral and Construction Drilling 
was adversely affected by reduced activ- 
ity in Alaska, Western Canada and West- 
ern United States. Manufacturing was 
adversely affected by reduced sales of 
drilling equipment in connection with the 
Alyeska Pipeline. Mining was adversely 
affected by the lower price of gold. There 
was an after-tax gain of $568,000 arising 
from the sale of gas leases in the North 
Coleman area of Alberta. 


Management continues to be optimis- 
tic about the prospects for Oil and Gas 
Services in the coming year; this Division 
is traditionally the largest contributor to 
sales and profits. Continuing low levels of 
mineral exploration and delays in certain 
major construction projects particularly 
in Western Canada and the U.S.A., along 
with the completion of drilling activities 
for the Alyeska Pipeline are expected to 
adversely affect profits in the Mineral and 
Construction Drilling Division in the com- 
ing year. Also, with the completion of 
sales in connection with the Trans-Alaska 
Pipeline, Manufacturing is currently 
operating at a loss. Overall, therefore, 
the outlook for the coming year is for 
earnings from operations about the same 


or possibly slightly lower than those 
reported for the 1976 fiscal year. 


Further substantial progress was made 
in the past year in improving the Com- 
pany’s liquidity and general financial 
position as evidenced by the continued 
improvement in working capital and the 
reduction in indebtedness. Over the past 
two years, working capital has been 
improved by $6.2 Million from a defi- 
ciency of $3.3 Million at September 30, 


1974 to $2.9 Million at September 30, ~ 


1976, and total indebtedness has been 
reduced by $7.1 Million from $15.7 
Million at September 30, 1974 to $8.6 
Million at September 30, 1976. 


The following reviews in Summary 
form the highlights of the main operating 
Divisions: 


OIL AND GAS SERVICES 

Challenger owns and operates 17 oil 
and gas drilling rigs primarily in Canada 
and the United States, 7 well servicing 
rigs in the Swan Hills area of Alberta and 
an oil industry related equipment rental 
business in Western Canada. 


Of the 17 drilling rigs, 13 are located 
in the Yukon, British Columbia and 
Alberta, one in the Canadian Arctic, two 
in Alaska and one in Denmark. During 
the year, Challenger undertook a multi- 
well drilling program in Denmark, and in 
the summer of 1976 commenced drilling 
in the Beaufort Sea under a labour con- 
tract for Canmar Drilling, a subsidiary of 
Dome Petroleum. At the peak of the drill- 
ing approximately 180 personnel were 
employed in this operation. 


MINERAL AND 
CONSTRUCTION DRILLING 

This Division’s activities are carried on 
through Heath & Sherwood Drilling and 
Becker Drills. Heath & Sherwood oper- 
ates 39 drilling rigs and is engaged in 
mineral drilling primarily in Eastern 
Canada. Becker operates 25 drilling rigs 
and is engaged primarily in mineral and 
construction drilling in Western Canada 
and the United States. 


With the completion of the Alyeska 
Pipeline, the Fairbanks branch has been 
closed and the drilling rigs relocated in 
the Calgary and Denver branches. 


MANUFACTURING 

The main products manufactured by 
Drill Systems Inc. are the Becker line of 
hammer and centre sample rotary (CSR) 
drills and related equipment including 
drill pipe, bits and accessories. Market- 
ing of the Division’s newly developed 
AP1000 drill, which combines the ham- 
mer and CSR drilling techniques, is in 
the initial stages. With the completion of 


orders for the Alyeska Pipeline in May of 
1976 several alternatives are being 
explored to restore profitability to 
acceptable levels. 

MINING AND EXPLORATION 

In August 1976, UCR terminated its 
agreement with Willroy Mines Limited for 
managing the Macassa Mine, located in 
the Kirkland Lake area of Ontario. The 
Macassa Mine operated at a breakeven 
level for the first nine months of the year. 
However, with the further decline in the 
price of gold in July and the prospects of 
continued operating losses, it was 
decided to terminate the agreement. 

Although the decision to give up the 
Macassa Mine management was a diffi- 
cult one in view of the Company’s long 
history of gold mining in the Kirkland 
Lake area, UCR continues to maintain a 
number of gold mining prospects in the 
area. In May 1976, UCR and Queenston 
Gold Mines Limited, an affiliate of UCR, 
entered into an agreement with Canadian 
Nickel Company Limited, a subsidiary 
of Inco Limited, to undertake a gold 
exploration program on certain of UCR- 
Queenston mining claims in Gauthier 
and Lebel townships in the Kirkland 
Lake area of northeastern Ontario. 
Exploration is continuing on these 
properties. 

Studies are continuing on the 100% 
owned Upper Beaver and Upper Canada 
Mine properties, and the 75% owned 
Belleroche Mines property, with a view to 
developing suitable exploration pro- 
grams on these properties. 

OTHER INTERESTS 

UCR owns 959,448 shares of Bankeno 
Mines Limited, being approximately a 
23% interest. Bankeno has three main 
interests, namely a 25% carried share- 
holding interest in Arvik Mines Ltd., 
which is operated by Cominco Ltd., 
approximately 1.90% share interest in 
Panarctic Oils Ltd. and varying interests 
in 2,941,483 acres of oil and gas permits 
in the Canadian Arctic. The net interest 
is 248,784 acres, most of which are 
farmed out to Panarctic and others. 
Recent drilling results by Panarctic have 
been encouraging. UCR continues to be 
optimistic about the commercial possi- 
bilities of Arvik but any commercial 
development of this deposit is dependent 
upon Cominco Ltd. and the Federal Gov- 
ernment reaching an agreement as to 
satisfactory terms and conditions for 
development of the orebody. 

Acquisition of low risk, shallow oil and 
gas properties in Alberta continues in 
partnership with Viking Oil and Gas 
Limited. To date, results have been 
encouraging. 


Details of the forthcoming Annual 
Meeting will be contained in the Notice, 
Information Circular and Proxy which are 
being prepared separately. In any event, 
Messrs. A. H. T. Crosbie, G. F. Day, 

R. M. Hanbury and H. F. Zurbrigg will 
not be standing for re-election to the 
board. Mr. Day joined the board in 1964 
and, as general counsel to the Com- 
pany, has served a continuing important 
role in its development. Mr. Zurbrigg and 
Mr. Hanbury joined the board in 1974 
and 1975 respectively. These three gen- 
tlemen have performed key roles in the 
Company, particularly over the past two 
years, and the Company is most appre- 
ciative of their efforts. In addition, | will 
be stepping down as your President and 
Chief Executive Officer. | very much 
appreciate the confidence the share- 
holders, directors and employees have 
placed in me to carry out overall respon- 
sibility for the affairs of the Company 
over the past two years, a period which, 
because of the Company’s financial situ- 
ation, has been particularly burdensome. 
| am pleased to be able to report that the 
problems created by this situation now 
appear to be substantially behind us. 


In May 1976, the Company was 
saddened by the death of Mr. Evan T. 
Donaldson, a director of the Company 
since 1960. Mr. Donaldson was a promi- 
nent Canadian mine developer and 
played an important part in the devel- 
opment of UCR. 


UCR employs between 700 and 1,000 
people, depending on the seasonality of 
the work. Personnel are located across 
Canada, the United States including 
Alaska, and from time to time in other 
foreign countries. The directors extend 
to our valued employees sincere appre- 
ciation for their efforts and Sy 
achievements. 


On Behalf of the Board of Directors, 


Ly fifgeais 


ALLAN H. T. CROSBIE 
PRESIDENT AND CHIEF EXECUTIVE OFFICER 


TORONTO, ONTARIO 
FEBRUARY 28, 1977 


Upper Canada Resources Limited 
(Incorporated under the laws of Ontario) 


CONSOLIDATED BALANCE SHEET 
SEPTEMBER 30, 1976 


(with comparative figures at September 30, 1975) 


1976 1975 
Assets 
Current: 
SEEN) oye ty se, Coe SS Nel die SR eee re rey ae are a cere Sa oe ee Bee $ 1,372,000 5) wos 7,006 
mecounismeceianlie: (MOtES 2, aMnd'O (C)) rc5 ss xcecy cts ee ons eh ks el omy toe ae oan 7,886,000 8,856,000 
“AMS POLS GRC) CETL CB) ie AR a ee rl ee eee eee re a 2,651,000 3,819,000 
eee OC ISOS a MMe ay oo che cn Ru od scence arian Ma phate hen Masa) ee arRma gota eee 74,000 186,000 
11,983,000 13,398,000 
Meme Mn OL oma E) taING sO) G2, «aia we sie hs Ronee sie 5 yey Gi aescan gees) 4) Sab eee ne oe He 1,717,000 1,748,000 
Mem soe TS (MOL Sune} 44 alG© (C)) 4 c.5 aac duns he sees ee gion vdieo ee ea ew 14,859,000 17,146,000 
IED CRESS ss oN thet 2S Ogi Ca RDS Age & aeons CaP a) ae mE ee ree 9 753,000 1,668,000 
Se SIL CRUD Wee atele Rg re cet Eh ge a ee ea a 1,133,000 1,274,000 
$30,445,000 $35,234,000 
Liabilities 
Current: 
PAnKnOdns aK Overadralts (MOte: 6: (©): 22m... A asetse ewes ere a ea B coed antec. ah eee $ 1,660,000 $ 3,142,000 
PeEeounts payaore and accrued Charges... sect «ates 6 thin sy on oan eee we eee 5,122,000 5,981,000 
RC OMmeN axGcIDaVADICN MOLE ON), nly a «serahce chine nthe viet een fea, uve ince Sauhe Sh tine 211,000 330,000 
SUC MOOROncOInOnO=LermieGeut «,. fc.dnec gee Gis hina Rome cha mSbede ae 9 044 Oe ne A ee gs 2,044,000 3,369,000 
9,037,000 12,822,000 
DP TESA ULE NA 98 | Coos 3) og A eae ee Ree oe me aphte NOa  L O N  r Ome See 4,879,000 7,693,000 
PIG e CMC OMG Taxes (NOLS OO) gi xk sn, we ae 5 ce ee CT east ota ee Ge a a 2,863,000 2,041,000 
Shareholders’ equity (note 7): 
Capital— 
Authorized: 
7,500,000 shares with a par value of $1 each 
Issued and fully paid: 
AOR GIATA SAKE Sc ote, 0S fered cers aR ae oath me mea nce ee es Ae enone ae 5,740,000 5,740,000 
MEGS CISCO UMMONESIIAROS fg cc. tae pay git eater a seetwet hes oes come bat pea Gena rhe aera 2,330,000 2,330,000 
3,410,000 3,410,000 
SP OMimUlod SULOISece tt cies oa ke oer ete ae ch ee ae enol uit au 2,917,000 2,917,000 
PaO talline CNOA Seeker ee tia OU ha Picanen Onc, Mag es Rory Cretan: id aan, Cai 7,339,000 6,351,000 
13,666,000 12,678,000 


On behalf of the Board: 


A.H. T. Crosbie, Director 
H. F. Zurbrigg, Director 


$30,445,000 


$35,234,000 


(See accompanying notes) 


Upper Canada Resources Limited 


CONSOLIDATED STATEMENTS OF INCOME & RETAINED EARNINGS 
YEAR ENDED SEPTEMBER 30, 1976 
(with comparative figures for the year ended September 30, 1975) 


1976 1975 
Income 
REVONUC . .5 Ftd ae Ane cane CR NSre Naat RR lng ea $37;2 15,000 $43,374,000 
Cost-of operations! sc. os-au << cis tee cacacee SRI Renvee te te elas est tee 31,698,000 36,198,000 
Income: before: the folOwit@ Sic. s.--< come reer ce ee see ee ee 5,517,000 7,176,000 
Interest (note GCG) ua eco 5 LF a 5 ec ae ee oe eT 1,305,000 1,924,000 
Depreciation (noter4 is si2 ya sn Gate ves eer eee Sie cee eee eo 3,013,000 2,929,000 
Amortization of QOOGWIN « 's c-scg 55 con. oe tigate eR Mee ace eo 142,000 142,000 
Gain on sale-of fixed-and Othemassetsi< 5 cites cc eens ene (1,061,000) (855,000) 
3,399,000 4,140,000 
Income before income taxes and extraordinary item. ............0..0-e eee aeee: 2,118,000 3,036,000 
INCOME. TAXES is: 5 Mechel Reeouo: cc eg SO a. eile te ta ne ne eee eee cm 1,130,000 1,568,000 
Income before extraordinary itera... ie sees eee 988,000 1,468,000 
Extraordinary item: 
Reduction of income taxes resulting " 
from the application.of- prior years® |OSSCS- a pecs een ne eae 958,000 
Net income for year ys. 2 ogi acy ie ges sin es ieee ee lie ee cee ¥ 988,000. $ 2,426,000 
Earnings per share (based on weighted average aa 
of shares outstanding during the year): ae 
Income before’extraordinaty item: yea. satis ee eee 0.17 / $0.25 
Extra Ordimary IREMT gos sete cere co «se ao wens ctsdles se einey Sle 7 0.17 
$0.17 $0.42 
Retained Earnings 
Balance, beginning of years. s.025, src gt cae ore re ieee $ 6,351,000 $ 3,925,000 
Add netineome tor years crts.3 0 aces foe oe eke 988,000 2,426,000 
Balance; end Of: year mes 50:3 spikes bes se x ww ede fe) 5 ck ae a $ 7,339,000 $ 6,351,000 


(See accompanying notes) 


Upper Canada Resources Limited 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
YEAR ENDED SEPTEMBER 30, 1976 
(with comparative figures for the year ended September 30, 1975) 


1976 1975 
Source of funds: 
From operations— 
ie CMmonsClOle ex traOrinalryvilGN ts sma 62 wen oa eivcu. fe eae eo a Oe ee Renee $ 988,000 §$ 1,468,000 
Add (deduct) items not requiring an outlay of funds: 
Be prec alOnlanaramnOmizallOn ss csi. oe hinaleG caw a Wd ow Rue a ve we eee 3,155,000 3,071,000 
DESTKe CRIM COMER AXC Sree meme Mh cient NPT Soeaytees aaa. cl Aha vont sh dcdlctp ah Sexe ew eereaes 822,000 294,000 
BeSeGaih) On SalevOMmIxXed aASSCIS ames tac). sath Grae Sewers Rm Ste ees 45,000 (855,000) 
PEO RSA CMO MO LO t ASSO 1S sate tore a Sec tek 2c ca Sa Wis eis Gian inclines Seon ee (1,106,000) 
SE RYEU CS & 5 SRD ROR J UD eRe a oe 212,000 
FUMaS OLOVIGEO I OMOOCkATIONS. 24, cnc-a ates. 9 Geeta se aes nde eieteen oles are 3,904,000 4,190,000 
CE COSHEOMMUSAICIONiIxXeG ASSCIS =). 2 ak bids sad ee a ON we be we ew 983,000 2,793,000 
Froceeds trom sale-of other assets (note 5)... cc ec eee ee eee 1,987,000 
PN CECE CON CRY EME hie Gh De nd acl bo eek ee Ce ena hae eae ee 958,000 
Bete AS CMMICNC SLeMMNOCOt a 54.5 Ge Since oe hy RIS epewlele oo Pekee 2 ees Goel eee 458,000 4,713,000 
eae iP MS Py 8h gh “oatds ented wane Sabon Noo ph oreaesde 9 a ABRs Da ams 284,000 86,000 
7,616,000 12,740,000 
Application of funds: 
ie SOR ON OGRASSECIS @ x) W0s SG a whale) SN ete SS Me Re ull We GMS 8 1,700,000 2,197,000 
Baguet OGLOmGncErehinl GeDber A ites 255. See a eee ee Pk 6a SE 2.0 a, 3,272,000 6,287,000 
MVESHMENLSTAMCEOINGGHASSEISine a1 a eae not rs wy neh cee eo Soe seco, Sots ae eens 274,000 349,000 
5,246,000 8,833,000 
ReCaccmmWORnO Capial ame depth wae die Seep ne ho ee ets @ eee caeee ere 2,370,000 3,907,000 
Working capital (deficiency), beginning Of year... ee cee er ew ee te es 576,000 (3,331,000) 
PURGE AILQMMOTIONOL VGae chic cde ane si ll a he, tes te met Wns evento ae coral Pee Raat Re $ 2,946,000 $ 576,000 


(See accompanying notes) 


Upper Canada Resources Limited 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
SEPTEMBER 30, 1976 


1. Summary of significant accounting policies 


2. 


(a) 


(b) 


(c) 


(d) 


(e) 


(f) 


(9) 


(h) 


(i) 


Basis of consolidation— 
The accompanying financial statements include the accounts of the company and all of its subsidiaries. 


Investments— 


The company uses the equity method to account for its investments in its effectively controlled companies, Queenston Gold Mines Limited and 
Bankeno Mines Limited. 


Since both of these companies are substantially in the exploration and evaluation stage, the cost of investment approximates the underlying 
equity in the book value of the net assets of these companies at the dates of investment. 


Other investments are carried in the company’s accounts at cost. 


Translation of foreign currencies— 


The accounts of the company’s foreign subsidiaries are included in the consolidated financial statements in Canadian dollars translated as 
follows: 


(i) Current assets and current liabilities at exchange rates in effect at the end of the year; 
(ii) All other assets and liabilities at the rates prevailing when acquired or incurred; and 
(iii) Operations at the average rate for the year. 
Translation gains or losses are included in the consolidated statement of income and are not significant. 
Revenue recognition— 


Drilling contract revenue and costs are accounted for on a percentage of completion basis. It is the company’s policy to provide for anticipated 
losses on contracts in progress; no such provision was required at September 30, 1976. 


Demobilization costs— 


Drilling contracts normally include the reimbursement of the costs of moving a rig to the drilling site, therefore, no provision is made for the costs 
of moving rigs at the end of contracts in progress. 


Inventories consist of— 1976 1975 
Drillingimaterials:andiSuppPlieS: 5x5, scucct S cecee cutee cee esate ete rc eco ee $1,991,000 $2,734,000 
Other manufacturing inventories, at lower of cost andnetrealizable value ....................--0005. 660,000 1,085,000 


$2,651,000 $3,819,000 


The inventories of drilling materials and supplies consist of spare parts, supplies, drill bits and drill pipe employed in the Mineral and Construc- 
tion drilling operations. A substantial portion of this inventory is used and accordingly is priced at cost less amounts written off to reflect 
estimated usage. During the year, the company adopted the practice of expensing both stores items costing less than $10 per unit and used 
small tools, each of which had previously been included in spare parts at cost less amounts written off to reflect estimated usage. This change 
was not applied retroactively due to the difficulty in determining its effect on prior years. If this change in application of accounting principles 
had not been adopted, net income for the year would have increased by about $233,000 to $1,221,000 with a corresponding increase in 
earnings per share of $0.04 to $0.21. 

This practice of including drilling materials and supplies in inventories is not followed for the Oil and Gas Services division which owns larger 
rigs. For Oil and Gas Services’ rigs the cost of the original string of drill pipe and collars is included as part of the cost of drilling rigs and 
depreciated on the same basis as drilling rigs; all replacement drill pipe and collars as well as drilling materials and supplies are expensed when 
purchased. 


Fixed assets— 


Drilling and manufacturing property, plant and equipment are recorded at cost. Depreciation is provided at rates designed to amortize the cost 
of fixed assets over their estimated useful lives, as follows: 


Asset Depreciation 
category method Rate 
(i) Oiland gas rigs Standard rate per operating day which 


results in cost being amortized over 
approximately fifteen years 


(li) Mineral and construction rigs Substantially straight-line 10 - 20% 
(iii) Automotive equipment Substantially straight-line 20 - 25% 
(iv) Portable camps Straight-line 10% 

(v) Buildings Substantially straight-line 5% 

(vi) Equipment for rent Diminishing balance 30% 
(vii) Other Various Various 


Mining buildings, equipment and supplies are recorded at estimated realizable value which is less than original cost. 
Deferred mining expenditures— 


All mining exploration and development expenditures are deferred until the company’s properties are brought into production, sold or aban- 
doned. These expenditures represent accumulated costs and are not intended to reflect current or future values. 


Goodwill— 
The goodwill, all of which arose on acquisitions of subsidiaries, is amortized on a straight-line basis over ten years. 


Accounts receivable 


Details of accounts receivable are as follows: 1976 1975 
TLDS slo: eRe Sein ch Seantlgn Acc bh oY Gye 9x Sew a a ate OE ne ORD ie se eet a $7,818,000 $8,725,000 
Due fromofficers:and GinectOrs. se.) eee erm pecker en ote om Ae an 68,000 131,000 


$7,886,000 $8,856,000 


3. Investments (note 1 (b)) 


4. 


5. 


1976 1975 
% held 
Number of total 
of shares Carrying Carrying 
shares outstanding value te, NAlUe) 
ANKE mo Mines HeInteG =r «004 5 neem ame ivy Paint nualennd) bce eh le awd 959,448 23 $ 941,000 $ 941,000 
1 NONE MVS ER. vs or A nee SRS Pe ecw okie ee rrr en ae 315,000 324,000 
1,256,000 1,265,000 
@veensionGold Minesicinited aaa eres ae nen ee) ee 1,056,800 22 294,000 294,000 
QUITE ..6-6 08d & Bota OR AAs, ph ean mane 5 at eo ne a ar 167,000 189,000 


$1,717,000 $1,748,000 


The quoted market values of Bankeno Mines Limited and Queenston Gold Mines Limited, based on closing bid prices at September 30, 1976, are 
$1,319,000 (September 30, 1975—$1,775,000) and $285,000 (September 30, 1975—$280,000), respectively. The quoted market values do not 
necessarily reflect the amounts which would be realized if these shares were sold. 


Fixed assets (note 1 (g)) 
Details of fixed assets are as follows: 


1976 1975 
Drilling and manufacturing— 
Pa Cree earner ae Pree Mut trate nr eer a ata ls, aie Fa duaeheehane ener Gkln 2 $ 394,000 $ 407,000 
BUUGNGS FOS ANC OMEN GUIDMENLak. co gris. sl eak d cekeG a4 pAv gw ab es we areas + 26,550,000 
Hessiaccumulatedidepreciationinec oma ei ack ood ee son Hee Gene ace 12,265,000 14,285,000 16,489,000 
14,679,000 16,896,000 
Mining— 
Buildings, equipment, supplies and deferred expenditures.................... 180,000 250,000 
$14,859,000 $17,146,000 


During the year, the company received $633,000 on cancellation of a long-term drilling contract in the Mackenzie Delta. As some uncertainty exists 
concerning the future of exploration in this area, an amount equal to the cancellation payment has been included in depreciation in the consolidated 
statement of income. 


Other assets 

Details of other assets are as follows: 1976 1975 
BAaleMiSrAalCOSHiessiamOntiZall Oilman iewn mn serie einer auc «tty hia. caGec's «: foens cutie vue ou vant avlene, Sees Udon a eee $ 115,000 $ 162,000 
DEMEANING) QA GSC MUVIES, BUCOS(NCHEI())).o 6 oo oo eso ge does ome eetie gs Ana eogcuins ds odasdomauce 290,000 282,000 
Minngipropediesandiclaimssatcostiessamoumts WhittemOffiq.+.....4-..-5cn.4+010. nes gues eee e ee 85,000 135,000 
Oates OMoule > al COsilesSCeprecialon s 1. itm os oh cas pen ua Hews toon Re oh De ee Eee ele aes 237,000 1,061,000 
OLN G ecl COS | tana ITE MEE SPOR On tee en AR eer. oe fe cp acted Moy .m Pane ws 8) apenas eS a -cld Soeee ey eee oe 26,000 28,000 


$ 753,000 $1,668,000 


During the year, the company sold its interest in natural gas leases in the North Coleman area of Alberta and its interest in petroleum and natural gas 
rights in the Edwand Creek area of Alberta. 


Financing arrangements 


(a) Details of long-term debt are as follows: 1976 1975 
Term bank loans bearing interest at 2%% over the bank prime rate (1 2% over U.S. base rate on 
$275,000 payable in U.S. dollars). These loans are due on demand; however the bank has 
indicated it will accept repayments of $500,000 in 1977 and various decreasing amounts there- 
ante mong oilu(See moteGi(G)IDGlOW) apn dete cera Gates y ety gare. See crs sets cana cess eee $ 1,619,000 $ 4,097,000 
Term bank loan bearing interest at 12% above the bank prime, 90% insured by the General Adjust- 
ment Assistance Board, repayable in instalments of $30,000 per month or 50% of funds gener- 
ated from the operations of Drill Systems Inc., whichever is greater (see note 6 (Cc) below)...... 762,000 1,380,000 
Floating charge debenture on certain of the assets of the Challenger Drilling Division of Upper 
Canada Resources Limited with first fixed charges on certain drilling rigs payable in monthly 
instalments varying from $30,000 to $40,000 plus interest at 34% above the bank prime rate, 
with a final instalment of $1,740,000 due December 1,1978 ............... 000s eee 2,688,000 3,040,000 
Mortgage secured by the premises of Drill Systems Inc. due August 15, 1993, bearing interest at 
the rate of 11% payable in blended monthly instalments of $6,701 including principal and interest 625,000 638,000 
Floating charge debenture on certain of the assets of Upper Canada Resources Limited with fixed 
charges on certain drilling rigs, payable June 15, 1977, bearing interest at 1% over the bank 
Ohitme rate tl XCGiOnISDEGCIIIC daleSimn ye memete prewees ae fet seers gee + fan ers 2 eke 425,000 850,000 
Note secured by a chattel mortgage on certain assets of the Challenger Drilling Division of Upper 
Canada Resources Limited, bearing interest at the rate of 11% payable in blended monthly 
instalments of $5,853 including principal and interest and a final instalment of $200,000 due 
VETAWE (WRU RPA EDSS 3 che cy Sean c rk Sewers, ie Nee Reo A paren Anarene Mea eee eM ae ra ae 259,000 299,000 
COT Teme eee esis na, AED, at ahee Nama ey Src ee Akin coh age Renee hs Cae Mer-s an 545,000 758,000 
6,923,000 11,062,000 
LFESSICUNTE LE OOM OM ence eisai sae ees a keene) ee cena ae reaeattn © An ene MAVstiegseel a eave e) sabeaetans 2,044,000 3,369,000 
$ 4,879,000 $ 7,693,000 


10. 


11. 


12. 


(b) Approximate annual instalments of long-term debt in each of the five years subsequent to September 30, 1976 and thereafter are as follows: 


Lo A Aare ear te err oh Raye Grass $2,044,000 
NO 7.8 oe ee hes ie See, ot are 1,531,000 
1979). ee eco ee ee a eS 2,316,000 
HC) < 10 arene Mae RUE Ree Eth occ hr ny MRL 322,000 
Csi behewenaiee AP Street asap. atc Rente te nr Sie 171,000 
hereatter tetas | oe ee 539,000 


(c) Security on bank loans: 
The following have been pledged as collateral to the bank term loans, overdrafts and other bank loans: 


(i) 940,740 shares of Bankeno Mines Limited; 
(ii) general assignment of accounts receivable; 


(iii) a $10,500,000 floating charge debenture on certain assets of Upper Canada Resources Limited, and a fixed charge on certain drilling 
rigs and related equipment; 


(iv) a $1,700,000 floating charge debenture on the assets and undertaking of a subsidiary, Becker Drills Ltd.; 
(v) a first lien on specific drilling rigs and related equipment of Becker Drills Ltd.; 


(vi) a $6,500,000 floating charge debenture on the assets and undertaking of a subsidiary, Challenger Services Ltd. and a fixed charge ona 
specific rig and related equipment of this subsidiary; 


(vii) a first floating charge on specific rigs of a subsidiary, Challenger Drilling Inc.; 


(viii) a $1,500,000 floating charge debenture on the assets of Drill Systems Inc. with fixed charges on its real property and equipment and 
fixed charges on certain of the rigs and related equipment of Upper Canada Resources Limited; 


(ix) a $400,000 floating charge debenture on the assets and undertaking of a subsidiary, Challenger Services Ltd. and a fixed charge on 
specific rigs and related equipment of the subsidiary. 


(d) Interest expense: 
Interest expense for the year ended September 30, 1976 was $1,078,000 (1975—$1,639,000) on long-term debt and $227,000 (1975— 
$285,000) on other debt. 


. Share capital 


At September 30, 1976, a total of 259,450 of the company’s shares were reserved for future issue under a stock option plan. Options granted for the 
purchase of 125,800 shares at prices ranging from $2.20 to $2.44 per share were outstanding at September 30, 1976, of which 62,150 are 
exercisable. The remaining 63,650 options become exercisable at the rate of 15,913 shares annually on or after September 30 in each of the years 
1977 to 1980. All options which have not been exercised expire on December 31, 1980. 


. Income taxes 


The company and its subsidiaries have available deductions which can be applied to reduce future taxable income by $984,000 consisting of (a) a 
loss carry forward for tax purposes of $220,000 which expires in 1978, and (b) timing differences consisting of undepreciated capital cost of 
$764,000 in excess of the carrying value of depreciable assets. 


. Commitments and contingent liabilities 


(a) The company is committed under leases for periods varying from 1 to 6 years for total rental payments of $627,000. Rental payments for the 
year ending September 30, 1977 will be $169,000. 


(b) An action has been brought against the company claiming damages and future compensation for alleged infringement of patents in the design 
of the dual wall drill pipe used in the company’s operations. in the opinion of counsel, the company will be successful in its defense against this 
action. 


(c) While testing drill pipe near its former premises located outside Fairbanks, Alaska, a subsidiary company struck what appears to be an under- 
ground water system resulting in a flow of water, causing local icing and flooding. The extent of the company’s insurance coverage is unclear. 
However, it is the opinion of the company’s legal counsel in Alaska that claims against the company arising from the icing and flooding are 
covered by the company’s insurance policies. 


No charges have been made against the 1976 consolidated income to provide for the cost of damages, if any, or for the costs of attempting to 
stop the flow of water. 


Statutory information 
The aggregate remuneration of directors and senior officers (as defined under The Business Corporations Act, Ontario) was $537,000 for the year 
(1975—$361 ,000). 


Anti-Inflation Program 
Under the federal government's Anti-Inflation Program (presently scheduled to be in force until December 31, 1978) the company is subject to 
mandatory compliance with legislation which controls prices, profit margins, employee compensation and shareholder dividends. 


The operations of the company are complex and the related anti-inflation legislation and the administrative practices followed are continually being 
revised and clarified. In these circumstances, some uncertainties may arise from time to time and it is the company’s policy to make appropriate 
provision for any effects of the program on the results of operations. 


Subsequent event 
Subsequent to the year-end, the company became liable to pay, to one of the senior officers, $220,000 in conjunction with his retirement from the 
company. 


AUDITORS’ REPORT 


Oharioved ne 


To the Shareholders of 
Upper Canada Resources Limited: 


We have examined the consolidated balance sheet of Upper Canada Resources 
Limited as at September 30, 1976 and the consolidated statements of income, 
retained earnings and changes in financial position for the year then ended. Our 
examination was made in accordance with generally accepted auditing standards, 
and accordingly included such tests and other procedures as we considered 
necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial 
position of the company as at September 30, 1976 and the results of its opera- 
tions and the changes in its financial position for the year then ended in accord- 
ance with generally accepted accounting principles which, except for the change, 
with which we concur, in accounting for drilling materials inventories explained in 
note 1 (f), have been applied on a basis consistent with that of the preceding year. 


Toronto, Canada, So_ La hee, ny Za beg e& BA o 


January 10, 1977. Chartered Accountants 
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UPPER CANADA RESOURCES LIMITED 


and its subsidiaries 


Consolidated Statement of Changes 
in Financial Position 
Six Months Ended March 31, 1976 


(with comparative figures for 1975) 
(unaudited ) 


Source of Funds: 
From operations — 


Net income 
for the period ... 


Add (deduct) items not 
requiring an outlay of 
funds: 


Depreciation and 
amortization ...... 


Deferred income taxes 
Gain on sale of assets 


Funds provided from 
operations 


Proceeds from sale of ~ 
fixed assets 


Proceeds from sale of 
- other investments 


Application of Funds: 


Purchase of fixed 
assets 


Reduction in long-term 
debt (net) 


Increase in working 
capital during period . 


Working capital, begin- 
ning of period ...... 


Working capital, end of 
period 


1975 


1976 


$1,659,000 $1,345,000 


1,755,000 1,478,000 
156,000 747,000 
(1,035,000) (391,000) 


2,535,000 


3,179,000 
523,000 1,125,000 
2,130,000 __ (27,000) 
5,188,000 _ 4,277,000 
789,000 1,484,000 
2,366,000 (1,053,000) 
3,155,000 431,000 
2,033,000 — 3,846,000 
576,000 (3,331,000) 
$2,609,000 $ 515,000 


aes : 
Interim Report 


for the six months 
ended March 31, 1976 
(unaudited ) 


UPPER CANADA RESOURCES LIMITED 
SUITE 908, 40 UNIVERSITY AVENUE 
TORONTO, CANADA 
MS5J 1T1 
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